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SUMMARY OF THE LIGGETT AGREEMENTS 


On March 12, 1996, the Liggett Group, Inc., entered into an agreement to 
settle the Castano class action iitigalion, which has been pending in federal court in New 
Orleans for several years. Liggett is the smallest American cigarette maker, with about a 
2.4 percent market share. Plaintiffs in the Castano case purport to represent a class that 
includes virtually all persons who have used cigarettes and other tobacco products. 

On March 15, 1996, Liggett agreed to settle cases brought by five state 
attorneys general. In Ihpse cases, the attorneys general sought to recover health care 
costs, including the costs for Medicaid and other state programs, which the states have 
allegedly incurred as a result of the use of tobacco products by consumers. 

Much has been said about these agreements. Self-aggrandizing comments 
from the settling attorneys general refer to a momentous “historic settlement.” Press 
accounts focus on the fact that settlements occurred, admittedly a unique event for a 
tobacco company, and press commentators compete to assess rite significance of the 
settlements- Lost in much of the discussion, however, are the cold, hard facts about the 
settlernems, which must be understood in order to comment sensibly. The key features 
of each settlement are outlined below: 

Castano Seff/ement 

Under the Castano settlement 

1. Liggett agrees to comply vvith a number of key features of the FDA's 
proposed rules regulating cigarettes, such as sampling and 
advertising reslrictions. 

1 . Liggett agrees to pay half of the cost of certain smoking cessation 
programs for class members. 

3. Liggett agrees to pay “reasonable" attorneys fees and expenses for 
the large committees of lawyers representing the plaintiffe. 

4. Liggett agrees to pay the named plaintiffs, as opposed to the class 
members, an "appropriate and reasonable amount." 

5. Liggett provides ne money for distribution to class members- 
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6. Liggett gets a futl release of any claim any class member could have 
brought, even ihough the class membeis get no monetary payment. 

7. Liggett has a number of ways to back out of the agreemenL 

8. Under a complicated formula, if other companies later settle, it is 
possible that Ltggett's payments under the agreement asuld drop to 
zero. 


The Settlement wHh Attorneys Genera/ 


The terms of Liggetl's settlement with the states is less clear, because all 
that Is publicly available so far is a press release. That release is at best intentionally 
obscure, if not downright misleading, because it refers repeatedly to large monetary 
payments what will be due only if Liggett merges with another tobacco manufacturer, in 
fact, absent such a merger, "the settlement won't amount to much financially for the 
states." Mrlo Ceyelin, Liggett. Five States . . .. Wall St. I. (March 18, 1996). 


A careful review of the press release and public statements suggest that the 
settlement terms are as follows: 


1 . 

2 . 

3. 

4. 

5- 

6 . 


Liggett agrees to comply with a number of key features of the FDA's 
proposed rules regulating cigarettes, such as sampling and 
advertising restrictions. 

Liggett does not agree that it did anything wrong. 

Liggett agrees to pay $1 million to defray the taxpayer costs of 

treating state Medicaid patients with smoking-related illnesses. Each 

state receives $200,000 up front. ^ 

Liggett agrees to pay $4 million over the next nine years. Each state U 
therefore receives $800,000 over the next nine years, or ~p> 

approximately $69,000 per year. '"fYCCM. ■ 

Li^eci makes annual payment^of 2.5% of its prerax profits over the 
next twenty-five years. At currwt profrt levels, this provision 
amounts to $250,000 per year. V ^ 

IP there is no merger between Liggett and anoiher tobacco company, 

Liggett agrees to make an additional payment of $5 mil lion over a 

V- perw. -h 
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TALKING POINTS CONCERNING THE LiCCETr SETTLEWENTS 


The Slate att<>rneys general and Castano plaintiffs' la\v^4(5^^perately warned to V 
publicly announce "viaory" and plainly ignored Iheir cHEftfe4W-orttefro do so. 

Despite allegations by the Castano class plaintiffs that the class members had 
suffered billions of dollars in injury, the settlement provides absolutely no cash 
payments to the class members. Similarly, the state attorneys general claimed that 
their states have incurred billions of dollais- fa costso Mecjnany years, yet they 
settled their claims for an amount wiiSIanet present valuc^Ness than $10 z, 
million. 

Liggott essentially bought an insurance policy. Uggett was 

eliminate what the states and the Castano plaintiffs' lawyers asserted were billions 1 
of dollars in liability for less than $10 million at present value. Liggett's payouts 
come over a period of 25 years. The amounts Liggett will pay are certainly far 
less than the legal fees that Liggett would have incurred to d^end itself in the — “ / 
litigation. / 

Both the attorneys general and the Castano class plaintiffs lawyers have been / 
Sucked into a complicated scheme by a corporate raider to improve his chances of 
making billions of dollars. Liggeifs owner, Bennett S. LeBow, clears enormous ^ 
risks off his balance sheet, suggests that he will do the same for his ourrent 
takeover target, R.J. Reynolds, and does so by paying virtually nothing- '— 

The settlements have actually harmed millions of Americans. In the days since 
the settlements were announced, tobacco stocks, which represent one of the 
largest holdings of private and public pension funds nationally, have dropped 
billions of dollars tn value* This can only hurt the beneficiaries of these pension 
funds. It might be argued, if the settlements provided anything in the way of 
significant benefits to the states or the class members, that this drop in pension 
fund values is an acceptable cost of the ssttlemenL Plainly, however, the 
settlements return so little that this claim cannot be made. 




9 a 




(jkA O'-HjiA 


Source: https://www.industrydocuments.ucsf.edu/docs/jkpx0003 


2047085157 


ID = 


l-'Mljt. 


1 1 


FEE-12-01 0S=S3 FROM: 


-3- 

7. Liggen's total paymonis do ngj amount to billions of dollars. The 
states receive approximately $16 million from Liggett alone. 
Because many payments will be made over a twenty-five year 
period, the net present value of those payments presumably is less 
than $10 million. 
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